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WIPFLIi. |
Independent Auditor's Report

Board of Directors ) !
Feltl and Company, Inc.
Minneapolis; Minnesota

We have audited the accompanying balance sheets of Feltl and Company, inc. as of December 31, 2005 and 2004,
and the related statements of income, stockholders' equity, and cash flows for the years then ended that you are
filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934, These f:nanc1al statements are the
responsibility of the Company’s management Our responmbnl:ty is to express an oplnlon on these financial
statements based on our audits.

|
We conducted our audits in accordance with auditing standards generally accepteci in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall fmancml statement presentation.
We believe that our audits provide a reasonable basis for our opinion. .
|
In our opinion, the financial statements referred to above pfesent fairly, in all matetial respecﬁ, the financial position
of Feltl and Company, Inc. as of December 31, 2005 and 2094, and the results of its operations and its cash flows for
the years then ended in conformity with accounting principles generally accepted in the United States.

Qur audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a whaole.
The information contained in the schedule on page 18 is presented for purposes of additional analysis and is not a
required part of the basic financisl statements, but is supplementary information requtred by Rule 17a-5 under the
Securities Exchunge Act of 1934, Such information has been subjected to the audltmg procedures applied in our
audit of the basic financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole. -

e P

Wipfli LL

January 25, 2006
St. Paul, Minnesota



Feltl and Company, Inc.

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 10322019 $ 12924278

| :
See accompanying notes to financial statements. | : 2

@ Balance Sheets
. _ December 31, 2005 and 2004
i g Assets . 2005 2004,
| .
E Assets: )
’ Cash and cash equivalents $ 7,607,291 $ 10,311,551
. % Deposits with clearing broker . :580,718 511,586
Employee loans receivable (net of accumulated amortization of i
$969,210 and $637,635 in 2005 and 2004, respectively) © 1,067,831 879,878
% Securities owned, at market |51 5,833 640,770
Receivables from brokers, dealers, and others 416,217 T 457,432
Furniture-and equipment, at cost (net of depreciation of $214,316 ‘ :
: and $167,274 in 2005 and 2004, respectively) , 68,246 107,630
@ Prepaid expenses and other assets - - : | 65,883 15,431
TOTAL ASSETS $ 10322019 $ 12,924,278
] | |
Liabilities and Stockholders' Equity l
3 Liabilities: . C s
Accrued gamployee compensation and benefits $ :981‘4,702 % 875,261
3 Amount due clearing firm, secured by securities owned 270,050, 102,109
Accounts payable . 51,511 196,344
Securities sold, not yet purchased, at market 1,013251 - 6,166,679
@ Accrued expenses and other liabilities | 74761 0
5 Total liabilities ' 2,394,275 7,340,393
. i !
Stockholders’ equity: !
g "~ ‘Common stock of $1.00 par value I
Authorized - 1,000 shares
% Issued and outstanding - 528 shares . 528 528
Additional paid-in capital ' ‘ . 2,363,177 2,307,717
g Retained earnings 5",564,039 3,275,640
Total stockholders' equity 73,927,744 5,583,885

|

g P S —



Y D e e ER

Feltl and Company, Inc.

Statements of income

Years Ended December 31, 2005 and 2004 .

. 2004

See accompanying notes to financial statements.

- Revenue:
Commissions 14,632,656 $ 14,101,813
Investment banking fees : 1,591,589 2,298,890
Firm trading profit (loss) 1,411,197 (118,394)
Interest . | 881,266 776,778
. Corporate finance fees II 1,203,107 1,264,040
Other income | 269,504 218,976
| |
,. i1 9,989,319 - 18,542,103
Interest expense I 1,621 1,744
\ P
: . |
Net revenues (19,987,698 18,540,359
Noninterest expenses: ‘| .
Employee compensation and benefits 113,483,492 12,418,915
Communication | 894,960 780,911
Occupancy | 663,101 503,875
Legal and professional fees | 449,590 580,307
Trade processing " 554,360 475,795
Qther expenses | 633,796 537,773
o |
Total noninterest expenses :1 6,699,299 15,297,576
Net income . | 3288390 § 3242783
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-Feltl and Company, Inc.

Statements of Cash Flows
Years Ended December 31, 2005 and 2004 -

2004
Increase (decrease) in cash and cash equivalents: i
Cash flows from operating activities: i
Net income $ 3288399 § 3,242,783
Adjustments to reconcile net income to net cash provided ‘
by (used in} operating activities: |
Depreciation and amortization l. 47,042 131,865 -
Changes in operating assets and liabilities:
Receivables from brokers, dealers, and others . 41,215 (235,597
Securities owned and securities sold - Net (5,028,491 ) 5,602,856
Deposits with clearing broker i (13,672) - {3,646)
Prepaid expenses and other assets (50,452) . (4,388)
Employee loans receivable i (187,953) (79,472)
Accounts payable . . (144,833) 132,525
Accrued employee compensation and benefits : 109,441 277,072
Other liabilities 1 242,702 {41,839)
Net cash provided by (used in) operating activities ° (1,696,602) 9,022,159
Cash flows from investing activities: ‘
Purchase of furniture and equipment © (7,658) {219,335)



Feltl and Compény, Inc.

Statements of Cash Flows (Continued)
Years Ended December 31, 2005 and 2004

L

- 2005 2004 |

Increase (decrease) in cash: (continued)
Cash flows from financing activities:
Cash dividends paid

.
(1,000,000)$  (600,000)

Capital contributions 0 250,000
. |
- Net cash used in financing activities . (1,000,000) ' (350,000
: |
Net change in cash and cash equivalents (2,704,260) - 8,452,824
710,311,551 . 1,858,727

Cash and cash equivalents at beginning

Cash and cash equivalents at end

| 7607291 $ 10,311,551

Supplemental cash flow information:
Cash paid during the year for:
Interest :

Noncésh investing and financing activities:
Capital contribution of NASDAQ stock

See accompanying notes to financial statements,

| 16218 1,744

| 55460 $ 0
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Feltl and Company, Inc. |

Notes to Financial Statements

Note 1

Summary of Significant Accounting Policies

Priﬁcipal Business Activity |

Feltl and Company, Inc (the "Company”) is registered as a broker-dealer in securities with
the National Association of Securities Dealers, Inc. (NASD) and the Securities and
Exchange Commission (SEC). The Combany engages in the business of acting as a
dealer, market maker, and investment banker, and providing brokerage services with
respect to equity and other securities. The Company does not carry securities accounts
for customers or perform custodial functions relating to customer securities and,
accordingly, is exempt from SEC Rule 15¢3-3. All securities transactions are cleared
through a clearing broker on a fully disclosed basis. The Company is required to maintain

a $1,000,000 deposit with the clearing broker to collateralize certain transactions.

Use of Estimates in Preparation of Financial Statements

The preparation of the accompanying financial statements in!conformity with accounting
principles generally accepted in the United States requires management to make certain
estimates and assumptions that directly affect the results of reported assets, liabilities,
revenue, and expenses. Actual results may differ from theseiestimates.

Cash Equivalents ' _ f

Cash and cash equivalents consist of bank deposits. The Company considers all highly
liquid investments with maturities of less than three months to be cash and cash

equivalents. :
|
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Feltl and Company, Inc. S .

Notes to Financial Statements -

Note 1

aga n I
- . Securities transactions and related revenues and expenses are recorded on a trade date

Summary of Significant Accounting Policies (Contimljed)

Securities Owned and Securities Sold, Not Yet Purchased !

!

basis. Securities owned and securities sold, not yet purchasec:l, are stated at market va'lrue
with related changes in unrealized gains or losses reflected in the firm trading profit. All
securities owned and securities sold, not yet purchased, are L!.S= equity securities.
Market value is generally based on listed market prices. If listed market prices are not
available, fair value is determined based on other relevant factors, including broker or
dealer price quotations. Securities sold, not yet purchased, represent obligations to
deliver specified securities at predetermined prices. The Company is obligated to acquire
the securities sold short at prevailing market prices in the future to satisfy these
obligations. i

All securities owned are pledged to the clearing broker on teﬁms which permit the
clearing broker to sell or repledge the securities to others subject to certain limitations.

|
|
|
I
|
|
|
i



B G5B &8

G."_'*"_""F;

%

" Feltl and Company, Inc.

Notes to Financial Statements

Note 1

‘Company for their direct expenses.

I

Summary of Significant Accounting Policies (Contimlled)

Revenue Recognition i

The Company. recognizes commission revenues and related expenses on trade date.

. Commission revenues.and related expenses from the sale of private placements and

other corporate finance transactions are recognized on closing date. A portion of the
Company's commission revenues have been allocated from fitm trading profit in the form
of sales credits allocated from the Company's traders to the C?mpany's brokers:

The Company's Retail Registered Representatives (RRR) are ir{dependent contractors. .As
independent contractors, employment taxes and benefits are lthe responsibility of the
RRR. Generally, RRRs are paid 50% to 60% of their adjusted gross commissions, based
upon their monthly gross commissions. Adjusted gross commissions represent gross
commissions, less direct clearing costs, employee trades, and an amount for other heavily

"discounted-trades.

Commiission or fees for principal and agency trades, managedI money, mutual funds,
insurance products, fixed-income products and rnortgage~bac!<ed securities are included
in adjusted gross commissions. Commissions for private placements are not included in
adjusted gross commissions and are paid at a lower rate plus an allocated amount for
warrants, when available. . : i
The Company's Institutional Registered Representatives are c<l3ns'ldered employees,
receive a lower percentage of gross commissions than a RRR, and are reimbursed by the




Feltl and Company, Inc.

Notes to Financial Statements

“Note 1

Summary of Significant Accounting Policies (Continued)

Income Taxes : !
; !
|
The Corapany has elected to be taxed under the provisions of Subchapter S of the
Internal Revenue Code and comparable state regulations. Under these provisions, the
Company does not pay federal or state corporate income.taxes on its taxable income
(nor is it allowed a net operating loss carryback or carryover ;as.a deduction). Instead,

the stockholders report on their personal income tax returns their proportionate share of

the Company's taxable income (or loss) and tax credits. Retained earnings at
December 31, 2005, includes $5,564,039 of undistributed i income which has been taxed

- on the stockholders' personal income tax returns.

. |
Furniture and Equipment -
) |

Depreciation on furniture and equipment is provided using double declining balance

method over the estimated useful lives of the assets, ranging from three years to five

years. : ‘ ' o '
[

Employee Loans Receivable

Included in employee loans receivable are forgivable loans made to investment
executives and other revenue-producing employees, typicallf; in connection with
recruitment. Such forgivable loans are amortized as compen:sation expense over the life
of the note, generally six months to five._years; using the straight line method.

10



B
i
|
B
|
i
8

et

3
2
g
U
i
g
d
1
d

Feltl and Com.pany, Inc.

Notes to Financial Statements

Note 2

Note 3

Note 4

Receivables from Brokers, Dealers, and Others

Included in the receivables from brokers, dealers, and others are unsettled inventory trades.
The Company's principal source of short-term financing is provided by the clearing broker
from which it can borrow on an uncommitted basis against |ts inventory positions, subject to
collateral maintenance requirements. ‘

The Company conducts business with brokers and dealers who are members of the major
securities exchanges. The Company monitors the credit stanc?ing of such brokers and
dealers, and the market value of collateral, and requests additional collateral as deemed
approprlate - : . f

Corporate Finance Activities

The Company was lead underwrlter in an initial public offenng of common stock in
December 2004. In conjunction with this underwriting, the Company was granted an
option to purchase up an additional 15% of the issuing company's shares at the offering
price, less the underwriting discount, within 45 days from the date of underwriting. The
Company exercised its entire option to purchase these shares on January 15, 2005.

|

{
Securities sold, not yet purchased, at market included $h,9’+2,"000 of unexercised shares at
December 31, 2004, and the Company incurred a firm tradinclg loss of $631,000 in 2004 on
the market appreciation of these shares between the date of the underwriting and year-end.
Excluding the trading loss related to thls transaction, firm tradmg profits would have been

$513,000 for 2004. , ) a
) ) i

. At December 31, 2005, all positions related to this transactiorg had been settled.

Commissions

Included in securities commissions are $7,342,571 and $7,1 2;2,024 for the years ended
December 31, 2005 and 2004, respectively, of sales credits related to securities the

-Company make a market in, which are allocated to the Companys brokers from the .

Company's traders,

i

1
'

11
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Feltl and Company, Inc.

Notes to Financial Statements

Note 5

Note 6

- Note 7

Financial Instruments with Off-Balance Sheet Risk

In the ordinary course of business, the Company's securities alctivities involve execution,
settlement, and financing of various securities transactions as principal and agent. These
activities may expose the-Company to credit and market risks in the event customers, other
brokers and.dealers, banks, depositories, or clearing organiza{ions are unable to fulfill
contractual obligations. Such risks may be increased by volatile trading markets. The
Company clears all transactions for-its customers on a fully disclosed basis with a clearing
firm that carries all customer accounts and maintains related ﬁecords. Nonetheless, the
Cgmpany'is liable to the clearing firm for the transactions of its customers. These activities
may expose the Company to off-balance sheet risk in the event that a counterparty is unable
to fulfill its contractual obligations. . The Company maintains all of its securities owned at a
clearing firm, and these securities owned collateralize amounits due to the clearing firm.

Concentration of Credit Risk |

I
The Company maintains its cash in bank deposit accourits &t various financial institufions.

The balances, at times, may exceed federally insured limits. At December 31, 2005, the
Company exceeded the insured limits by approximately $2,6(|)0,000.

Leases -

The Company leases office space and various items of equipment under noncancelable
operating leases generally varying from one to five years with certain renewal options for
like terms. The Company incurred rent expense of $663,101 and $478,918 during 2005
and 2004, respectively. l

12
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Feltl and Company, Inc..

Notes to Financial Statements

~Note 7

Note 8

Leases (Continued) -

Future minimum payments, by year and in the aggregate, under the noncancelable
operating leases with initial or remaining terms in excess of one year consisted of the
following: . i

!

F Operating
7 _ ' Leases
2006 - S A $ - 482,000
2007 .. . S : 522,000
2008 ... : . . . 518,000
2009 . : : IR 366,000
. 2010 - L - -172,000
: |
- Total minimum lease payments T $ 2,060,000

Retirement Plan |
. |

The Company started a 401(k) profit sharing plan in October ;2004 covering substantially all

employees. Employees are allowed to make voluntary contributions to the plan. The

Company may make nonelective contributions to the plan at the discretion of the Board of

Directors. Retirement plan expense charged to operations was $158,000 and $36,000 for

2005 and 2004, respectively. ' ‘

13
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Feltl and Company, Inc.

Notes to Financial Statements

Note 9

Note 10

Note 11

Regulatory Requirements

.The Company Is subject to the net capital requirements of thef NASD and the Uniform Net

Capital requirements of the SEC under Rule 15¢3-1. The NASD and the SEC requirements
also provide that equity capital may not be withdrawn or cash dividends paid if certain
minimum net capital requirements are not met. At December 31, 2005, the Company had
regulatory net capital of $6,531,868, which was $6,281,868 ifn excess of its required net
capital of $250,000. The Company's aggregate indebtedn;ess;to net capital ratio was .21 to
1.0. At December 31, 2004, the Company had regulatory net! capital of $2,785,596, which
was $2,535,596 in excess of its required net capital of $250, 000 The Company's aggregate

indebtedness to net capital ratio was .42 to 1.0.

Related-Party Transactions

sy

The Company paid $55,786 to related parties during the year:ended December 31, 2004,
for lease payments associated with certain computer equipment leased to the Company.

Contingencies

' i
"The Company may be involved from time to time in various claims and legal proceedings of

a nature considered normal to its business deélings. While any proceeding or litigation has
an element of uncertainty, management of the Company believes that the outcome of any
pending or threatened actions will not have a material adverse effect on the business or

financial condition of the Company.

|
|

14
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Independ;ent Auditor's Report on Internal Controls

Board of Directors

Feltt and Company, Inc.
Minneapolis, Minnesota :
' |

In planning and performing our audit of the financial statements and supplemental schedule of Feltl and
Company, Inc. (the *Company”) for the year-ended December 31, 2005, we considered its internal control,
including control activities for safeguarding securities, in order to determine our audmng procedures for the

purpose of expressing our opinion on the financial statements and not to proytde assurance on internal

control. | i

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we have made a
study of the practices and procedures followed by the Company, including te:sts of such practices and
procedures that we considered relevant to the objectives stated in Rule 17a-5(q) in making periodic
computations of aggregate indebtedness and net capital under Rule 17a~3(a):('l 1) and for determining
compliance with the exemptive provisions of Rule 15¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer sécurities, we did not review the
practices and procedures followed by the Company in any of the following: |
i
1.  Making quarterly securities examinations, counts, verifications, and éomparisons and
recordation of differences required by Rule 172-13.
2. Complying with the requirements for prompt payment for securities, under Section 8 of Federal
Reserve Regulation T of the board of governors of the Federal Reserve System.
3. Obtaining and maintaining physical possession ar control of all fuIIy.pald and excess margin
securities of customer as required by Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfillingithis responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC's above-mentibned objective.

16
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Two of the objectives of internal control and the practices and procedures are to provide management with
reasonable, but not absolute, assurance that assets for which the Company hlas responsibility are
safeguarded against loss from unauthorized use or disposition and that transactlons are executed in
accordance with management’s authorization and recorded properly to permlt the preparation of financial
statements in conformity with generally accepted accounting principles: Rule 17a-5(g) lists additional
ob}ectlves of the practices and procedures listed in the preceding paragraph!!

|
Because of,:iinherent limitations in internal controf or the practices and procedures referred to above, error
or fraud may occur and not be detected, Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our con5|derat:on of 1nterna| control would not necessarity disclose all matters in internal contro! that might
be rnatenal ‘weaknesses under standards established by the American Instltute of Certified Public
Accountants A'material weakness is a condition in which the design or Operatlon of ane or more of the
internal control components does not reduce to a re!atlvely low level the nsk that misstatements caused by
error or fraud in amounts that would be material in relation to the financial staternents being audited may
occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. However, we noted no ‘matters involving internal controi including control activities for
safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish thé objectives referred to in the second
paragraph’of this report are considered by the SEC to be adequate for its purposes in accordance with the

Securities. Exchange Act of 1934 and related regulations, and that practices and procedures that do not

accompllsh such objectwes in all material respects indicate a material madeq'uacy for such purposes. Based
on this understanding and on our study, we believe that the Company’s practices and procedures were

. adequate at December 31, 2005, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
National Association of Securities Dealers, and other regulatory agencies that rely on Rule 17a-5(g) under
the Securifies Exchange Act of 1934 in their regulation of registered brokersiand dealers, and is not
intended to be and should not be used by anyone other than these specified partues

L Wa LLf | | !
| -
Bl

* Wipfli LLP

January 25, 2006
St. Paul, Minnesota
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Computaﬁon of Net Caﬁltal Under Rule 15¢3-1 of the Securities aﬁd Exchange Commission
December 31, 2005 , ‘

1

|
1

Net capital: . _ : ‘ .
Stockholders’ equity "$ 7,927,744

Deductions and/other charges:
Nonallowable assets:

Employee loans receivable ‘ - 1,067,831

Prepaid expenses and other assets : . i 20621

Furniture and equipment i 68,246

Total nonallowable assets 1,156,698

Net capital before haircuts on securities positions : 6,771,046

g Haircuts on seéurities : 239,178
|

g Net capital i 6,531,868
A ' ‘|

' Computation of net capital requirement; E

i Minimum net capital required (greater of $250,000 or |

g 6 2/3% of aggregate indebtedness) | 250,000

g Excess net capital | $ 6,281,868

Total agmate indebtedness _ $ 1,381,024

There were no material differences befween the audited Computation of Net ICapital included in this report

and the corresponding schedule included in the Company’s unaudited December 31, 2005, Part IIA FOCUS
filed January 26, 2006. '

g

|
f
t
|
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